ABSTRACT
INTRODUCTION
his teaching note illustrates a conceptual approach to teaching the Statement of Cash Flows. The driving force in developing the approach was to "keep it simple" for improved comprehension by students. First, the transformation of the equation for the Balance Sheet into the equation for the Statement of Cash Flows is presented. Second, a flowchart is developed based on the equation for the Statement of Cash Flows. Finally, a numerical example is used to apply this simplified approach. The approach of first using equation analysis, then flowcharting, followed by a numerical example has been effective in improving student comprehension of the Statement of Cash Flows.
CONCEPTUAL FOUNDATION
A conceptual approach employs the basic building blocks of accounting. Those blocks are the two bases of accounting (cash basis vs. accrual basis), the ten elements of financial accounting, the classification system for activities (operating, investing, financing), and the four financial statements (income statement (IS), statement of changes in equity (SCE), balance sheet (BS), and statement of cash flows(SCF).
Accounts can be maintained using two approaches, cash basis and accrual basis. Cash basis means actual cash inflows and outflows. Accrual basis is an extension of the cash basis. Accrual basis means actual cash flows plus promises about cash flows. Three of the four financial statements are generally prepared using accrual basis cash flows (IS, SCE, BS). The SCF is prepared on the cash basis because cash is regarded as the most critical resource for companies.
The ten elements of financial accounting are used to construct financial statements. The ten elements are Revenues (R), Expenses (E), Gains (G), Losses (L), Comprehensive Income (CI), Investments by Owners (IBO), Distributions to Owners (DTO), Assets (A), Liabilities (L), and Equity (E). Everything in financial accounting is based on these ten elements.
Income Statement
The construction of financial statements begins with the Income Statement. The equation for the Income Statements is as follows: R -E + G -L = CI
Statement of Changes in Equity
The SCE tracks changes in E over time. The equation for the SCE is as follows: (Beginning Balance) E + IBO + CI -DTO = (Ending Balance) E
Balance Sheet
The BS is simply a picture of resources and claims on resources at a specific point in time. The difference between Assets and Liabilities is referred to Equity. The equation for the BS is as follows: A -L = E. More commonly written as A = L + E.
Statement of Cash Flows
The resources of a company are called Assets. There are three basic groups of Assets, Cash, Operating Assets, and Investing Assets. Cash is the most critical asset for a company. Inventory (Operating Asset) and Land (Investing Asset) are examples of other types of assets of a company. Claims against Assets are called Liabilities. There are two basic categories of Liabilities, Operating Liabilities (Accounts Payable) and Financing Liabilities (Loans Payable).
The SCF was developed to focus on inflows and outflows on a cash basis. There are five basic cash inflows for a company. The five basic cash inflows are Revenues, Gains, and Investment by Owners, Increases in Operating Liabilities, and Increases in Financing Liabilities. There are also five basic cash outflows for a company. The five basic cash outflows are Expenses, Losses, and Distributions to Owners, Increases in Operating Assets, and Increases in Investing Assets. Figure 1 shows the relationship between the elements and operating, investing and financing activities. The elements relate to (map) operating, investing, and financing activities as follows: BS by definition A-L=E or most commonly A=L+E 4.
SCF derived from the BS equation
EQUATION FOR THE STATEMENT OF CASH FLOWS
The equation for the SCF is derived directly from the equation for the balance sheet. The equation is adjusted to isolate cash on one side:
DIAGRAM OF THE STATEMENT OF CASH FLOWS
Cash Inflows now include decreases in operating assets, decreases in investing assets, increases in operating liabilities, increases in financing liabilities, and increases in equity including investments by owners, revenues and gains. Likewise, cash outflows include increases in operating assets, increases in investing assets, decreases in operating liabilities, decreases in financing liabilities, and decreases in equity including distributions to owners, expenses and losses.
SIMPLE NUMERICAL EXAMPLE
The following example shows preparation of all four financial statements for CA Company. Third, construct the Statement of Changes in Equity. 
CA Company Statement of Changes in Equity

